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PREFACE 
With the rapid growth in farm management advisory 
services, increasing attention is now re~uired by 
accountants to the improvements required in farm accounts 
if they are to be used effectively for farm management 
analysise 
For this purpose the accounts should be so designed 
to provide information, on which to formulate policies and 
decisions for the future, rather than as traditional 
records of profits earned in the past. 
In this bulletin, Mr. Guise discusses the changes 
of emphasis in farm accounts, which are required for farm 
management analysis. Mr. Guise is well qualified to dis-
cuss these matters, having lectured for some years on farm 
accounting at Lincoln College before joining the staff of 
the Department of Economics at the University of Canterbury 
where he lectures in managerial economics. His views, as 
presented here, will, we hope, provide a useful contribution 
to the important official discussions on farm accounting 
now being held0 
Lincoln College, 
September 1965. 
B. Pe Philpott 
STANDARDIZATION OF FARM ACCOUNTS FOR MANAGERIAL ANALYSIS 
The farm accounting statements which are made avail-
able for managerial analysis are usually prepared on a 
financial accounting basis& They are designed to show the 
historic use of resources in the farm business, and the 
periodic profits (usually calculated on the basis of 
current taxation laws) obtained by the farm business. 
In farm management work, the main use of accounts is 
to provide information for management which will be useful 
in running the farm business and making decisions about 
future policyo For this purpose the accounting statements 
need to be prepared on a rather different basis from that 
adopted in financial accountingo The relative emphasis 
placed upon the various accounting conventions and doctrines 
needs to be altered. This bulletin discusses these changes 
of emphaSiS, and their application when one must adapt finan-
cial accounts to meet the reqUirements of policy making. 
The three basic ideas of accounting - the valuation 
convention (concerned with the use of money values to allow 
the aggregation and offsetting of items physically dis-
similar in nature); the entity convention (concerned with 
defining the scope and nature of the transactions which are 
considered relevant); and the accounting period convention 
(concerned with obtaining interim financial results for a 
continuing business at regular intervals throughout its 
life) - are retained, but some of the simplifying assump-
tions used in financial accounting require modification. 
MODIFICATIONS OF THE USUAL ACCOUNTING CONVENTIONS 
18 The Historical Cost Convention 
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The historical cost convention - that in as far as 
it is possible, the entries in the books of account should 
be made only from the historical records of transactions 
which have occurred~ at their historical money value - is 
not entirely suitable for managerial analysis. 
While it is convenient and certain in providing an 
objective basis f'or recording transactions, it does not 
allow f'or value ehanges over time (such as result from 
changes in -the best use of land) which are not represented 
by transactionso When a farm manager is considering 
future policy the cost of his farm property twenty years 
ago is of little relevance, even if there had been no 
change in the value of the standard money unit. The thing 
which is relevant to future policy is the present day value 
of the farm propertyo The returns obtained must be con-
sidered in relation to this figure rather than the histori-
cal cost f'igure o 
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Over the whole asset structure of the farm business 
the manager is interested in current values rather than 
historical costs so this basis needs to be adopted for 
asset valuation. Changing the total value of assets will 
of course result in a consequential change in the amount of 
proprietorship shown in the accounts, since all liabilities 
are stated in money terms and give rise to obligations of 
fixed monetary amounts. 
In the case of expense items (other than depreciations) 
which relate to the current accounting period, the historical 
cost convention is retained because of its great convenience, 
and because the divergence between historical cost and 
present day cost is likely to be slight since the time 
interval is so shorto Revenue figures are also retained 
unaltered since the accounting data is used by management 
to compare the results of a particular property and manage-
ment, with those of adjacent similar properties and alter-
native managements over the recent past, to see whether or 
not the pattern of resource allocation followed has been 
comparatively efficient. 
This is important for future resource allocation by 
management since efficient allocation in the future re-
quires both an adjustment for non-optimal past allocation 
of resources, and an allowance for the impact of those 
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features of the future which are expected to differ from 
the past. Accounting data, by its very nature, can never 
be of assistance in meeting the second of these require-
ments, but it can and should help with the first. Its use-
fulness in particular situations will therefore depend upon 
the relative importance of these two factors. Personal 
observation would suggest that the first is of major import-
ance in many farm situations at present. This would ex-
plain the current significance of land development on exist-
ing farms and the emphasis on adaptation or production 
methods to the best existing technologies in present day 
agricultural extension work. 
2. The Constant Money Value Convention 
This convention, which maintains that the official 
money unit 'is an unchanging standard of value over a period 
of any historical magnitude, and thus allows the addition 
of 1930 £ts and 1960 £'s as if they were homog~neous -
while very convenient for financial accounting - can be 
very misleading for managerial accounting purposes. Where 
i~flation is occurring continuously the effect of this con-
vention is to overstate money profits in 'real' terms. 
This of course makes a firm liable for extra income tax 
which is an important issue in itself. It can also give 
management a false picture of business prosperity which may 
be reflected in future plans. 
The way in which this may occUr in a farm business 
can be illustrated by considering the case of a building 
such as a shearing shed. Assume that it is built at a 
cost of £1000 and that'it has an expected lifetime of 40 
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yearso In both real and money terms, it may be considered 
reasonable to charge depreciation at £25 per year which 
represents the average annual rate at which ~he asset is 
used upo 
Now if, ten years later, inflation has reduced money 
to half its former real value, an allowance of £25 deprecia-
tion will no longer cover the 'real' usage of the building 
in a year though it represents an equal money amount and,_ 
in fact, it would be necessary to allow £50 in money to off-
set the 9real' usage of the asset. This is not permitted 
in financial accounting where the constant money value con-
vention applies and hence the extra £25 is shown as part of 
the net profit. 
When this is occurring with all the depreciating 
assets in the business book net profit may be substantially 
larger than the figure which would have been obtained if 
money had maintained a constant value. This may influence 
a farmer to expand and develop his business when this would 
not be warra~ted if an allowance had been made for the fall 
in the value of money. 
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Another effect of this convention shows up in relation 
to livestock. A farmer in 1940 would have been able to p~­
chase a flock of 1000 mixed age breeding ewes for £10001 and 
consequently he would make his standard value for account~ng 
purposes £1 per head. Over the years he would be able to 
maintain the flock by purchasing replacements in money of 
value equivalent to that obtained from his sales, but if in 
1965 he either sold out or revalued his stock at current 
values as permitted by income tax regulations, the increase 
in nominal value per head would be regarded as current profit 
and be taxed as sucho This would occur despite the fact 
that in 'real? terms the money value of the sheep was little 
more than sufficient to purchase other goods and services 
equivalent to those which could be purchased for £1000 in the 
first quarter of 19402 • The seriousness of the 'capital 
erosion' involved is often not fully appreciated by management~ 
Fortunately for farmers (and other owners of real 
estate) the monetary capital gains resulting from appreciation 
,01 
in land values are not taken into the annual accounts. Al-
though movements in land values over recent years have been 
sUbstantial in money terms, an examination of these movements 
1 The average price realised for two-tooth ewes at the North 
Canterbury ewe fairs in 1940 was 21/-. This figure was 
obtained from an analysis of sale reports in the npress" of 
the Amberley (2), Hawarden, Waiau and Culverden ewe fairs. 
2 £2440 would have been required to make these purchases in 
the first quarter of 1965 if one accepts the validity of 
the Long Term Linked Series of Retail Price Index Numbers, 
published by the Government Statistician, for the purpose 
of making this comparison. 
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would suggest that in fact net growth in farm real_ estate 
values has been little more than sufficient to keep pace with 
the continuous inflation which has been occurring~ For ex-
ample, the rate of' inf'lation obtained by fitting an exponl?ntial 
trend to the Consumers Price Index1 for the calendar years 
1951-1961+ was 3.08%. 
By way of' comparison the rate of growth in the value 
of' far-ill real estate, obtained in the same way using a series 
derived from published data on freehold rural land transfeps2, 
for the March years 1952-1965 was 5.65%. This figure does 
not take into account capital expenditure by farmers which has 
made a substantial contribution to the increase in values. 
Unfortunately, comprehensive data on the extent of this capital 
outlay is not available, but one can attempt to approximate 
this by examining the increase in livestock numbers over the 
period. Between 1951 and 1964 the livestock population of 
New Zealand expressed in Stock Units3 rose from 57.1 million 
1 Monthly Abstract of Statistics, April 1965 - Table 75, to-
gether with linked data for the years 1951-1954 obtained 
from the special supplement to the November 1956 is~ue -
~onsumers Price Index 1955 Revision'. A value of I' =0.971 
was obtained for the fit. 
2 Monthly Abstract of Statistics, April 1965 - Table 71, with 
figures for the first two years being obtained from the July 
1959 issue. The series showing considerations paid for 
freehold country properties was divided by the series show-
ing areas involved, to obtain per acre values ~hich were 
used in fitting the time trend. A value of I' =0.974 was 
obtained for the fit. 
3 One breeding ewe e~uals one Stock Unit. Other stock were 
expressed in terms of ewe e~uivalents. Data was obtained 
from the 'Farm Production Statistics' for the relevant years. 
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to 80.9 million; an increase of 23.8 million 1:ltock units. A 
reasonable average :ri~re at present of £12 per stock u1J.it1 
capital investment in land improvements is required to increase 
carrying capacity, so that overall this stock inerjase has re-
quired an investment equivalent to about £285.6 million in 1964 
currency. 
One could reasonably assume that 75 per cent2 of this 
investment occurred on freehold land of which there are 22.3 
million acres occupied for farming pursuits. Dividing this 
figure of £214.2 million by the area of f'reehold land gives an 
average investment per acre of £9.6 in 1964 currency. If the 
1 'Agricultural Development Conference - Final Report of the 
Finance Working Pa~ty, September 1964'. The report dis-
cusses this topic and provides three alternative estimates 
of investment required. The first, based on a capi tal";" 
output ratio of 4:1 indicates (ex ante) a total investment 
in land, stock and plant required of £16 per stock unit. 
The second developed by the Government Statistician indicates 
(ex post) a total investment in land alone over recent years 
of £20 per stock unit. The Government Statistician did not 
consider this a reliable figure however. The third estimate 
based on current experience of farm development costs was £10 
per stock unit but the sub-committee stated that this did 
, not include (i~ additional housing costs involved, (11) all 
~ labour costs involved, or (iii) interest on capital invel;lt-
ment during the development. Overall the f'igure of £12 used 
in the text seems to be reasonably conservative. 
2 This figure was obtained by analysis of Table 16 showing Land 
Tenure by size of' holdings in the 'Final Report on the New 
Zealand Census of' Farm Production, 1949-1950' together with 
Table 17 showing stockcerried by size of holdings, and 
Table 12 showing stock carried by size of holdin~ in the 
'Report on the Census of Agriculture, 1959-1960'. Of the 
16.8 million acres in holdings over 5000 acres, 4 million 
acres are freehold and 12.8 million acres leasehold. On 
this area stock carried increased by 1.3 million stock·units 
between 1951 and 1964 while an' increase of 22.5 million stock 
units occurred on the remaining 23.2 million acres occupied. 
This comprised~18.3 million acres freehold and 8.9 million 
acres leasehold land. Even among these smaller properties 
the tables indicate a distinct bias of carrying capacity 
increases in f'avour of' the freehold land. 
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sample estimate of overall per acre value for 1951-1952 (£22.5 
per acre1)is compounded using the rate of inflation derived 
previously (3.08%), to bring it to its equivalent in 1964 
currency, and this figure of investment per acre i.s added, one 
obtains a figure of £41.9 per acre compared with the sample 
estimate fer 1963-1964 of £42.8 per acre2• ~Vhilethese figures 
involve estimation, they do. tend to support the proposition that 
net growth in farm real estate values has done little more than 
offset inf~ation. 
Since it is obvious from this discussion_ tllat the con-
stant money value convention must be extensively modified for 
purposes of managerial analysis, the nature of these modifica-
tions, particularly as they affect financial accounts, needs 
to be examined. The adjustment of the whole asset structure 
to current market values as outlined in connection with the 
historical cost convention would appear to overcome some of the 
difficulties involved with this convention. Provided that 
depreciations are then al~owed at nominal money val~es equiva-
lent to cUJ;'rent 'real t depreciation on assets, and provided 
livestock values are written up at both the beginning and the 
end of the financial year before an attempt is made to arrive 
at gross profit on livestock, the worst effects of this con-
vention will be avoided. 
1 This figure was obtained by calculations based on Table 62, 
Monthly Abstract of Statistics, July, 1959. 
2 This figure was obtained by calculations based on Table 71, 
Monthly Abstract of StatistiCS, April, 19650 
10 
Its practical usefulness in connection with aggregation 
of money values within an accounting period is considerable and 
the errors involved as a result of continual inflation in New 
Zealand over recent years would not be serious. One reason 
for this is that inflation affects both income and expenditure 
in a similar way .. In addition·to this, where one is express-
ing the residual as a percentage of capital involved, both the 
residual and the capital involved are affected by inflation 
so that the net effect upon the answer obtained is likely to 
be negligible. The comparative aspect of managerial analysis 
must also be remembered when considering the effect of inflation 
in the current accounting period. Since it will affect all 
enterprises compared in the same way, it can be conveniently 
j.gnored. In view of the elements of judgment involved in 
other parts of the accounting statement, particularly when it 
is adjusted for managerial analysis, this is not unreasonable. 
3. The Continuity of lIGoing Concern" Convention 
This convention is used to justify for financial 
accounting purposes, the continued use of the historical cost 
less depreciation method of recording asset values. It per-
mits the unexpired cost of assets to diverge from their 
current disposal value except when actual discontinuance of 
the business is contemplatede The grounds for doing this 
are that these disposal values tend to fluctuate considerably 
with current business conditions while the book values based 
upon long term considerations will turn out to have been 
appropriate in the long run. 
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Their purpose is Simply to achieve 
an equitable allocation of the original outlay upon an asset 
among the accounting periods in which benefit is expected to be 
derived from it. In view of the considerations already out-
lined it will be no surprise to find that this convention is 
almost entirely set aside for purposes of managerial analysis. 
The substitution of present sale values of assets for book 
values is necessary even though sale may not be contempla ted, 
since comparison of the worthwhileness of the farm business as 
an investment with alternative avenues of investment both within 
and outside agriculture, is usually contemplated. 
In only one respect is the convention retained. This 
is in the case of using standard values for 'capital' livestock 
a$ between the beginning and end of an accounting period. As 
discussed previously these standard values are adjusted so that 
they represent reasonable values in relation to an average of 
market values in recent years rather than some outmoded stand-
ard value. However, no allowance is made for variation in 
these values as between the beginning and end of a financial 
year so as to follow current prices. 
The reasons for this apparent anomaly are first, that 
this represents a capital gain or loss and should not affect 
current income, and second, in large measure these fluctuations 
in livestock values are the result of seasonal factors like 
droughts and cyclical fluctuations in produce prices. It is 
reasonable that these chance elements should affect current 
revenue through sales and valuation of sale stock on hand, but 
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it is not reasonable to incorporate the windfall gain or loss 
in capital livestock values as an element of current returns, 
because of its ephemeral nature. 
4. The Compliance with Legal Requirements Conventio8 
, -
Because of the fact that managerial analysis is con-
cerned with internal policy-making, it is not bound by the 
legal reQuirements which largely shape the procedures adopted 
in financial accounting for assessing income and presenting 
accounting statements for external consumption. For this 
reaSon Quite a different approach based upon the real 
economic facts of the situation can be used in- assessing 
income. 
It is possible to separate with some degree of rigour 
and consistency those transactions which should genuinely be 
labelled current from those whioh are capital and to make 
subjective judgments about the spread of benefits in those 
cases where an outlay expires over more than one a.ccounting 
period. Allowance may also be made for the payment of 
factors of production (such as unpaid family labour) to which 
no explicit payment is made in financial accounting state-
ments. Full allowance for non-cash benefits derived by the 
family from living on the farm (like grazing for a child's 
pony) can also be made. 
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'MODIFICATIONS OF THE USUAL ACCOUNTING DOaI'RINES1 
Some of the accounting doctrines must also be modified 
in managerial analysis. For example, the doctrine of con-
servatism is inappropriate since the accounting result in 
which management is interested involves assessing as accurate-
ly as possible the revenue earned and the expenses incurred 
during the accounting period. 
For this reason, unsold produce on hand at balance day 
shou.ldbe valued at its full realization value, bearing in 
mind. the expenses which will be involvf)d in getting it to the 
': '," 
market - for example, such items as calJtage, commission, and 
. machine dressing involved with small seeds. For this reason, 
too, expenses can quite sensibly be carried forward if they 
relate to income which will be earned in the coming accounting 
periOd.. An example where this would apply is the outlay on 
cultivation, fertilizer, and seed for a paddock of wheat 
drilled in May when the accounting period ends at June 30th. 
The doctrine of objectivity is further violated by all 
these additional subjective judgnents which have been intro-
duced : in managerial analysis. Ho~ever, the analyst must be 
careful to try and minimize the effect of his personal biases 
on the analysis. In accordance with the doctrine of disclos-
ure what is wanted is a true and fair view of the position. 
1 For!a full discussion of the various accounting doctrines 
alluded to in this section, the reader should consult a 
standard accounting text. For example, chapter 3 of 
"Accounting" by A.S. Carrington and G.B. Battersby 
(Whitcombe & Tombs, 1963). 
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The doctrine of comparability assumes great importance 
in managerial analysis since analysis is carried out very 
largely by a process of comparison. This can be either com-
parison of the results of consecutive accounting periods in 
the same business or comparison of results for the same 
accounting period of businesses of a similar nature operating 
under relatively homogeneous environmental conditions. 
Two important points are raised here. First, it is 
necessary for accurate comparative analysis that all farmers 
being considered should use the same accounting period 
(e.g. J~ly - June) and that their accountants should use the 
same accounting classifications for expenses and revenue. 
These are matters of fact which can be readily determined but 
given the present state of farm accounting they will restrict 
considerably the scope for comparisons e 
Second, the very great importance of being certain 
that the environments of each farm compared are homogeneous 
in the important factors of soils, topography and climate 
mus.t be stressed. Only a sound knowledge of farm management 
on the part of the analyst and a careful inspection of all the 
properties under consideration can ensure this. Achieving 
reasonable homogenity in these respects will tend to still 
further restrict the scope for comparisons, though it ought 
not to be overly limiting in the majority of cases. 
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PROCEDURE IN STANDARDIZATION 
Given the changes in emphasis re~uired for managerial 
analysis~ one might be tempted to ask whether, in fact, 
financial accounting statements could possibly be used as a 
starting point. Since they provide the only information 
available on individual farm financial performance, they 
must ~f necessity provide the starting point of the analysis, 
though extensive adjustments to them will be necessary 
before relevant information can be obtained. 
Where accountants themselves understand these 
different re~uirements and can prepare an adjusted statement 
in consultation with the farmer and a farm management 
specialist, the adjustment process will be simpler and 
likely to give rise to more accurate results. However, 
the farm management advisor or the informed farmer can 
themselves derive useful results from financial accounts 
provided they bear in mind eaqh of the following eight re-
~uirements of the standardization process. 
1. In accordance with the accounting entity con-
vention, exclude from the accounting statements any assets, 
liabilities, revenue or expenses which are not related to 
the particular entity being considered (ioe. the farm 
bUfnrie~~in this case) and make any necessary adjustments 
in proprietorship which this reguireso .Shew non-anti ty 
items as an appendix so that their importance for individual 
situations can be ascertained& 
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The non-farm items which commonly appear in farmers' 
accounts (because the accounts tend to be drawn up on the 
basis of the totality of the farmers' affairs rather than 
strictly for the farm entity) are irrelevant to a compara-
tive analysis of farm businesses. They may, however, be 
important in assessing liquidity or net worth for particular 
farm owners so that their presentation in an appendix to the 
farm entity accounts is warranted. 
2. In accordance with the accounting period convention, 
exclude any item of revenue or expense which does not relate 
to the accounting period under review. (These may be shown 
in the appendix or as current assets and current liabilities 
depending upon their relevance to the farm entit¥o) 
Certain items appear in farm accounts as a result of 
legal provisions like the Wool Retention Scheme of 1963/40 
AJ3 an example, legislation permits high country farmers to 
set aside part of their net profits from good seasons in a 
special Snow Loss Reserve Account and to draw upon those 
funds in a year of bad stock losses from snow. The money 
is frozen until it is drawn and income tax payable only when 
the money is actually used. In seasons when money is 
actually set aside or brought back into the accounts, the 
net profit is altered from what is earned during the account-
ing period, and this must be adjusted if a result meaningful 
for managerial analysis is to be derived. Also, as 
mentioned earlier, the overlap of production periods and 
accounting periods tends to create difficulties in matching 
17 
expenses with the income to which they actually relate and it may 
be necessary to carry forward some item as prepaid expenses to 
obtain an accurate result. If the farm programme is consistent 
from year to year the matching of expenses incurred in connection 
with future income with current income for which expenses have 
been written off previously (as is common practice) will achieve 
the same result, but this must not be simply taken f'or granted. 
3. Wherever there is a discrepancy between 'book values' 
of' assets and their current market values. a revision of' balance 
sheet asset valuations with a consequent adjustment to pro-
prietorship will be required. 
This is normally done by adopting the latest Government 
valuation for land and buildings, autumn sale prices f'or live-
stock, clearing sale prices f'or plant and vehicles, and market 
realisations less expenses to be incurred prior to marketing f'or 
produce on hand. 
Where sUbstantial improvements (such as a new woolshed) 
have been added to a f'armsince the latest Government valuation 
was issued, these are normally valued upon completion and the 
valuation adjusted accordingly. If the valuation is several 
.' 
years old there may have been substantial changes in land 
values since it was issued. To get an up-to-date valuation in 
these circumstances it is necessary to obtain inf'ormation on 
trends in values and to adjust the baSic f'igure upwards by the 
amount indicated by the trend. 
The most important thing to bear in mind when doing this 
is that it is more important f'or a f'arm to be accurately valued 
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in relation to comparable farms than it is to have the 
exact present sale value placed upon it. The Government 
valuation does provide a reliable guide to these comparable 
values and it is necessary to adjust the values on all pro-
perties being compared if anyone is altered. 
Expert opinion is also required to place sound values 
on livestock, produce and plant. Generally, the farm 
management adviser should be in a position to provide re-
liable valuations of stock and produce. In some comparative 
analyses the unadjusted book values for plant are used. 
Provided there have been no recent applications of special 
depreCiation allowances for taxation purposes these unadjusted 
book values may be a reasonable guide to comparative values. 
4. Adjust the revenue statement to take into account 
the changes which ~ave been made in asset valuati~~~ 
'real' usage of depr~ciating assets during the accounting 
period. 
This will involve the adjustment of livestock and p~o­
duce accounts to incorporate the up-tO-date valuations of 
these items and the adjustment of depreciation allowances on 
buildings and plant by reference to indices of building costs 
and machinery prices since the date of acquisition of each 
such asset involved. 
5. Obtain the exact classification of items in the 
accounts as set out in the chart of accounts kept by the 
accountant and compare this with the classifications used in 
the accounts available for comparable farm properties. At 
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the same tlme. ensure that the accounting period adopted in 
each case i~comparable. 
One of the greatest practical difficulties met in 
comparative analysis of farm accounting information is to 
establish a common basis of classification of account items 
particularly in the case of expenses. The standardization 
of farm accounts along the lines suggested in "The 1961 
Research Report on Farm Accounting" would be of great assist-
ance in ensuring comparability of data and minimizing this 
difficulty. If there is any significant variation in the 
classification adopted in the available farm accounts, then 
it may be necessary to obtain an alternative classification 
in some cases if detailed comparisons are contemplated. 
6. ~xclude from the revenue ~~ement an~capital 
~xpenditure included for taxation ~~oses and recognize thi~ 
as an additigg to the value of land ~ improvements since the 
last Government valuation. 
It is legally acceptable in New Zealand to charge 
against current farm income certain types of capital outlay 
for the purpose of reducing income tax liability. This allow-
ance for development expenditure encourages a more rapid in-
crease in national agricultural production than would otherwise 
occur so that it is politically acceptable. The present legal 
position also permits farmers and their accountants to sidestep 
the difficult problem of identification of some of this capital 
expenditure. For example, in developing new farm land from 
manuka scrub through forage crops to new grass, the forage crops 
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provide steck feed which gives rise to current benefits. 
The awkward question to be answered in this context and 
which is avoided at the moment, is what proportion of the 
total development cost should be written off against these 
current benefits and how much should actually be capital-
ized. 
Development expenditure undertaken for the following 
purposes: 
(i) eradication and extermination of animal and vegetable 
pests, 
(ii) felling and clearing bush, scrub and undergrowth, 
(iii) cultivating, top dressing and grassing of new land, 
is normally merged with other items in the accounts because 
of the difficulties involved in identifying it. 
Expenditure upon the following types of capital im-
provement is also allowed as a deduction from income for 
taxation purposes but it must be separately identified in 
the accounts and may be spread over a period of five years. 
The items covered are all money spent upon 
(i) construction of earthworks for irrigation, flood con-
trol and erosion control and upon land drainage 
projects; 
(ii) construction of dams, wells and bores (but not related 
expenditure upon pumps and troughs); 
(iii) erection of new fence lines and rabbit-proofing exist-
ing fence lines; (replacement of existing fence lines 
continues to be treated as a normal expenditure on 
repairs), 
(iv) construction of access tracks and the formation of 
airstrips for aerial topdressing; and 
(v) erecting power and telephone lines on farm property. 
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In addition to these it~ms certain other items treated 
as expenses in the accounts may, in fact, be of a composite 
nature - partly capital and partly current - and so require 
examinationo The main ones are fertilizer expenses, repairs 
and maintenance and wages. In certain parts of the country, 
notably South Taranaki, the application of fertilizer at rates 
much in excess of that needed for maintenance of existing 
pasture production has resulted in a virtual doubling of stock 
carrying capacity in a very s~ort period of years. The extra 
fertilizer is really a capital input but is not treated as such 
in the accounts. 
The renovation and reconstruction of farm buildings, 
provided a proportion of the old materials are used and provided 
the building is reconstructed upon the same site, is allowed to 
be treated as repairs and maintenance, even although it may re-
sult in a considerable increase in the value of the building. 
In certain cases, too, where the normal farm labour force is 
used to do jobs like erecting a new hay barn, no capitalization 
of their wages during t~e time they are employed in this manner 
is usually carried outo 
For financial accounting purposes it may be considered 
expedient to include as wholly operating expenses all of those 
items from which the capital portion is not eas1~ isolated. 
In managerial analysis, however, one must face the difficult 
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problem of trying to isolate this capital expenditure if an 
unbiased estimate of the earning ability of the business is to 
be obtained. An alternative type of analysis ,where one has 
accounts for several years, is to use asset increment procedures 
to isolate capital gains resulting from these unidentified 
capital outlays. 
7. Add to the revenue shown in the accounts any item.§. 
of revenue which are not conventionallY recognized. or only 
given nominal recognition. but which constitute real. items of 
revenue to the farm business and which give rise to expenditure 
which is allocated arbitrarily between the bUSiness and the 
personal sector of the accounts. 
Examples of ~~ch items are: 
(a) the rental value of the farm dwelling; 
(b) a mileage allowance for private use of farm motor vehicles; 
(c) allowance for farm produce used or sold by the household. 
The dwelling is always considered to be part of the farm 
business when one is computing total farm capital and unless some 
allowance is made for the productivity of this capital in the 
form of services the inclusion of the capital value of the 
dwelling in total farm capital will impart a downward bias of 
varying amount to estimates of the investment worth of the enter-
prise. 
Besides acting as an office and business centre, the 
dwelling provides the service of housing the farm family and in 
general, on economic theoretic grounds, this service should be 
rewarded at its opportunity cost when no explicit payment is 
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made for it. The extent of the services provided by a dwelling 
is usually fairly highly correlated with its present capital 
value, so that this can be used as a reasonable basis for 
assessment of rental value. 
In general, a figure of 10% of the present capital value 
of the dwelling can be considered to be a reasonable rental 
since on the average this should cover all costs of repairs, 
depreciation, interest on capital outlay, rates and insurances. 
When an imputed rental figure of this type is included as an 
item of current farm business revenue it should also be shown 
as a private expense in the Appropriation account and the 
arbitrary allocation of a portion of repairs and depreciation 
on the dwelling to private expenses should be reversed and 
these amounts include~ with the farm expenses since they relate 
to the imputed revenue earned. 
Many light trucks and other farm vehicles carrying fL' 
or 'H' plates are used to a considerable extent for private 
purposes, although all expenses incurred in their operation are 
customarily charged against the farm business since taxation 
law permits this. The private portion of the usage of many 
farm cars also varies considerably from the arbitrarily 
assessed taxation allowances. Where a vehicle is used almost 
entirely for private purposes it should reasonably be excluded 
from the farm business in line with the entity convention con-
sidered earlier. Actual farm business mileage could then be 
charged at appropriate rates and imputed against the farm 
entity. 
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Commonly there is considerable use of the available 
vehicles both within and outside the farm business. It would 
seem that in these circumstances the fairest method of assessing 
the real position would be to treat the vehicle as a farm asset 
and charge mileage at the relevant marginal public service rates 
for private runningo This amount would be imputed to the farm 
business as income and the private sector as an expense in the 
same marmer as that in which dwelling rental was handled. 
The arbitrary allocation of portions of depreciation and running 
expenses to the Appropri.ation account would be reversed and all 
such expenses charged to the farm business. The major practi-
cal difficulty involved with this would be to get a reliable 
estimate of actual private mileage from the farmer. Even with 
some estimation involved, however, the result could be expected 
to be much more useful than the arbitrary taxation allocations. 
The value of items such as meat, milk and eggs used in 
the household may be greatly in excess of the normal figures 
entered for these items in taxation returns. Cream and eggs 
may also be sold privately by the housewife and so not enter 
the farm accounts even though the farm has made a SUbstantial 
contribution to their productiono A realistic figure for 
farm revenue from produce consumed or sold by the household can 
only be obtained by actual on-the-spot investigations. Other 
benefits such as grazing for horses kept solely for private 
pleasure should also be assessed~ A reasonable basis is 
opportunity cost = that is, what would the farm business have 
earned from productive stock requiring an eqUivalent amount of 
grazing" 
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All adjustments ef this nature require the exercise of 
considerable judgment and the explicit statement of their basis. 
Apart from the situations mentioned, there is also the occasional 
possibility of finding that revenue bas been deliberately ex-
cluded from the farm accounts to reduce taxation liability. 
That this does happen is attested by various court cases which 
occur from time to time. Distortions of accounting data of 
this type may be very difficult to detect in managerial analysis, 
but they are likely to be met only rarely, since people engaging 
in such activities are unlikely to be requesting analysis of 
their accounts for managerial policy-making. 
8. !dd to the expenditure shown !B the revenue statement 
an allowance for un~id factors used in the operation of the 
farm busip,ess other than the factor to whi;ch you wish to imput~ 
the residuala _~lude from the expe~ure shown in the 
revenue statement any payment already made in connection with 
the residual factor. 
-
Before actually discussing the adjustments suggested 
it is necessary to point out that the procedure of USing residual 
imputation methods to derive measures of economic efficiency, 
which is outlined in the paragraphs below p has been subjected 
to a number of searching theoretical criticisms.1 An adequate 
_ ..... 
1 See, for example, chapter 13 of E.O. Heady's book "Economics 
of AESricultural Production and Resource Use lt (Prentice Hall, 
1952), and B.P. Philpott "Economic Efficiency in Agriculture: 
The Individual and National Viewpoints" ~ Proceedings, N •. Z .. 
Institute of Agricultural Science (1961) pp..,113-119. 
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evaluation of these arguments would require a full paper devoted 
to this subject alone, so let it be sufficient to observe at 
this point that some of these criticisms are well founded. 
Notwithstanding thiS, since the theorists have so far been unable 
to provide any alternative technique for measuring economic 
efficiency (which can be readily applied in the same way), and 
since the residual imputation technique is widely used, its re-
quirements have been spelled out in some detail. The author 
would suggest, however, that the results obtained from its use 
should be interpreted with some caution in view of its acknow-
ledged deficiencieso 
The residual imputation procedure requires one to 
allocate net profit among the factors of production which do 
not receive an explicit reward in the farm accounts. This is 
done by using the opportunity cost principle to reward factors 
other than the one to which the residual is to be imputed. 
These factors commonly comprise 
(a) unpaid family labour; 
(b) labour and management - supplied by the farm owner; 
(c) capital - supplied by the farm ovvner in large measure. 
The actual procedure adopted will depend to some extent 
upon whether the factor selected to receive the residual is 
capital or labour and management of the owner. In either 
case, unpaid family labour can be allowed for normally by 
charging against farm revenue standard wage rates for the type 
of labour over the period workedo In times of chronic 
industrial unemployment when excessive labour is often employed 
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in agriculture because other employment opportunities are very 
restricted, this basis must of course be modified. 
If labour and management reward is to be treated as the 
residual then it is necessary to make explicit reward to the 
farmer's equity capital. The obvious related alternative 
opportunity fo~ this capital is as an investment in a farm 
mortgage. Consequently its reward should be at least as 
great as the rate of interest being charged upon new farm 
mortgages. This amount should be added to the expenses 
(deducted from the net profit) to obtain the figure of labour 
and management reward of the owner. 
If the reward to capital is to be treated as the 
residual as is commonly the case in New Zealand, then it is 
necessary to make explicit reward to the farmer's labour and 
management effort. The farmer's labour should be rewarded 
on an opportunity cost basis for comparable employment as a 
hired labourer and adjusted in relation to the actual labour 
input being provided. For example, in some cases where a 
farmer is semi-retired, he may only contribute labour eqUiva-
lent to two days per week, while in other cases where a young 
man is developing a property, unusually long hours may be worked. 
Average remuneration to married farm labour is difficult 
to ascertain but a reasonable present (1965) basis would appear 
to be approximately as follows, where a reasonable dwelling is 
provided: 
sheep farms and cropping farms - £15 per week 
seasonal supply dairy farms - £16 per week 
town supply dairy farms - £17 per week 
horticul tural properties - £15 per week" 
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The higher wages for dairying are simply a reflection 
of the longer hours per week which are usually worked. 
If it can be assumed that 45 hours per week is a reason-
able average for sheep farm labour l then a semi-retired farmer 
contributing, say, 15 hours per week of labour would be re-
warded on the basis of £5 per week for his labour. Conversely, 
a very energetic man who worked 60 hours per week would be 
rewarded on the basis of £20 per week for his labour. In 
addition, since we have included in farm income the rental 
value of the actual dwelling being used by the owne~ (where 
this is located on the property), it is necessary to include 
in the labour reward to the owner an allowance for a hypo-
thetical average dwelling since actual cash payments to a 
married man will tend to vary with the q,uali ty of the dwelling 
made available. An additional allowance of £5 per week 
would appear to be reasonable at the present time~ 
The second part of the owner's reward is for 
managerial inputs of an operational nature. In general, 
the amount of managerial effort of this type which is re-
q,uired bears a reasonably close relationship to the size of 
business involved so that a calculation which related the 
reward to size of business would be in conformity with the 
opportunity cost principle. There are, however, some real 
difficulties involved in obtaining a good single measure of 
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size of business, since acreage of land, days of labour 
re~uired per annum, total money value of the enterprise and 
value of gross output per annum each measure size of business 
in their own way and each has defects if taken as a single 
measure. For example, land area is not a good measure of 
relative size of business since it makes no allowance for 
variations in the intensity of land use~ Labour and capital 
tend to be sUbstitutes in many situations so that use of one or 
other measure can result in different rankings of properties 
according to business size while gross output mayor may not 
be inflated by the inclusion of intensive high cost enterprises 
which upset rankingso 
The usual procedure adopted in New Zealand when comparing 
farm businesses of a similar type is to use total capital in-
volved as a measure of relative size since this reflects to some 
degree both area and intensity of operationo In comparing 
horticultural businesses on the other hand, where intensive high 
cost enterprises are the rule rather than the exception, size of 
business is more adequately measured by gross output per annum e 
An allowance for operational management e~uivalent to 
1% of the total capital involved in a farm business or 5% of 
gross output per annum in a horticultural business is then 
assessed and added to the labour reward previously derived. 
The combined managerial reward for labour and management should 
(if a full labour allowance has been made) be reasonably com-
parable to the amount which it would be necessary to pay, to 
obtain a usefUl working manager to operate the property under 
supervision. 
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Since these are arbitrary assessments made for compara-
tive purposes, they do not reflect the relative organizational 
'skill of the individual manager which remains in the residual. 
Where the residual is used to calculate a rate of interest 
earned on capital the differences between individual properties 
which show up, will be, in part at least, a reflection of this 
factor. 
One or two additional matters require examination 
usually before the reward to capital is finally isolated. If, 
for example, a farm owner employs a working manager on his 
property, then the wages paid to this man should be deleted 
from the farm working account and entered in the appropriation 
account to avoid double counting when the deduction of standard-
ized wages of management is made. If one wishes to assess the 
investment return on the farmer's equity capital, this ,completes 
the necessary adjustmentse If, however, a rate of return on 
total farm capital is to be assessed for purposes of comparative 
analysis, then it is necessary to delete any payment made in 
respect of non-equity capital from the farm working account. 
These payments may be shown in the appropriation account for 
completeness so that the final transfer to or from the capital 
account is not upset~ 
To clarify the procedures involved in these adjustments 
an example has been worked out and appended. The figures in 
brackets refer to the adjustment numbers shovm in the text to 
allow the reasoning behind each change to be traced. In 
addition short footnote explanations of the changes have been 
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provided. The property is a light land sheep farm of 920 acres 
with a Government capital value assessed at 1st April 1962 at 
Of this amount £4~800 was considered to be the value 
of the fi ve-year-old brick and tile dVvelling, while £5 t550 was 
the value placed upon other farm bui.ldings (purchased ten years 
ago with the property) whi.c.h .included a marI'ied manis cottage. 
Plant value at 1st Apri1 1962 as assessed by a competent 
value 1" , were tractor £400:.v haybaler £350, truck £350, motor car 
£800 and general plant and i.mp.1ement,s £"j ,1..1-00 .. Private car 
mileage for the year was eareful1y cBti.mated by the farmer and 
amounted to 7,400 mi,les '" Reasonal)le standard values for the 
sheep at thi.s time were assessed as :t'ollows~ breeding ewes 
£2,,10. 0 per head, ewe hoggets £2","10 .. 0 per head, rams £5 per 
head and cull ewes £1 .. 10" 0 per head, Ylihile fattening lambs were 
taken at the values used in the account,s .. 
Total farm capital a't 1st April '1962 was assessed at £49 t 500, 
being made up of land and -buildings £38,350" livestock £5,500, 
plant £3,300 and assessed working capi tal £2,350 .. 1 The rate of 
') 
return on total farm capi tal is only 5q9%~ so that this perform-
ance is not very impressive when compared to that or similar pro-
perties.. The low rate or capital t.urnover - 17 .. 9%2 - would ap-
pear to indicate that a low level of' output is the chier reason 
for this, and the low carrying capacity per acre - 2&2 stock 
units2 - would support this reasoning G In addition, however, 
1 The working capi tal part of total f'aI'm capital was assessed 
simply as 5% of the value of' f'ixed assets, a :figure which is 
approximately the average requirement on sheep farms. 
2 (.) 2911 100 % 0 " 0,." ) 8862 . '100 CYJ1 ]. 49500 x ~ = 5090, (1~ 49500 x -r- = 17~Jfo; 
( 
0 ]..]..) .ilib12-.±...i{475 .t. 40) _ 20.lO - 2 2 S TJ ]. 920 - 920 -.j» ,,\. e 
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the farmer - unlike the investor in gilt edged securities -' 
should have maintained his capital intact in "real" terms, 
which is worth at least an additional 3% nominal return, in 
view of the discussion relating to the constant money value 
convention", 
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APPENDIX : ACTUAL ADJUSTMENTS TO A SET OF FA1=&[...,ACCOUNTS 
Illi'i.. I!.FARMER - SHEEP INCOME ACCOUNT FOR THE YEAR ElWING .2..1 MARCH 196,2. 
§heep on hand to begin: Original figures 
Qapital stoc~: 
1645 breeding ewes @ 10/- 822.10.0 
475 ewe hoggets @ 30/- 712.10.0 
40 rams @ 10/- 20. 0.0 
1555. 0.0 
.§.§:.lc stock: 
270 cull ewes @ 10/- 135. 0.0 
245 fattening lambs @ 45/- 551. 5.0 
L!1+4 fat lambs (sold for) 1059. 3.0 
.§heep purchases: 
6 rams 
1745. 8.0 
Balance gross profit on sheep 
36. 0.0 
4040.13.9 
~ on hand at en~: 
Q.§;pi tal stock: 
1746 breeding ewes @ 10/-
504 ewe hoggets @ 30/-
39 rams @ 10/-
§Q.le stoc,Ji:: 
272 cull ewes @ 10/-
595 fat lambs (sold for) 
Sheep sales: 
1551 fat lambs 
346 cull ewes 
... 
873. 0.0 
756. 0.0 
19.10.0 
1648.10.0 
136. 0.0 
1354. 4.4 
1490. 4.4 
3500.14.4 
737.13.1 
4238. 7.5 
£7377. 1.9 
---------
---------
~~sted figures 
@ 50/- 4112.10.0 
@ 50/- 1187.10.0 
@ £5 200. 0.0 
5500 (3) 
@ 30/- 405. 0.0 
551. 0.0 
1059. 0.0 
2015 (3) 
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4269 (4) 
£11820 
@ 50/- 4365. 0.0 
@ 50/- 1260. 0.0 
@ £5 195. 0.0 
5820 (4) 
@ 30/- 408. 0.0 
1354. 0.0 
1762 (4) 
3501. 0.0 
4238 
£11820 
===== 
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MR .. L,. FARMillELFARM WQ..~ING ACCOUNT FOR ~:g_:§NDING 3'1 s,t NlARCH 12.§2, 
Orig!na1~r!g]E~ 
Gross profit on sheep 
Wool and skin sales 
Produce used in private house 
Imputed dwelling rental 
Private car mileage (@ 7~d) 
Wages and contract 
Lime 9 fertilizer and seeds 
Woolpacks and i'arm reCluisi tes 
General 1'arm expenses 
rrrac tOl'> and truck expenses 
Motor car expenses 
.R.epairs and m& in tenance 
Ins \lrance 
Rates and land tax 
Interest payments 
Development expenditure 
Deprecj.a tion on buildings 
Depx'eciation on plant 
V'lages of' managem.ent 
Res:'i.dual imputed to capital 
Net farming profit 
4040,-~13q, 9 
3849*17",11 
40", 0" 0 
-_ ........ -
--
£7930,,11 .~ 8 
---~ 
857 ~ '12 .. 7 
161. 7'S 5 
201~164;11 
78~13,. 2 
725$ 7 <It 3 
120. 2~10 
439. 5,. 4 
86" 0 .. 10 
224,,18<c, 4 
562s19!S 9 
280<!' 9., 6 
190~11~ 4 
383~ 5~ 0 
3018<; 1ro 5 
_:-'_~~"'':laW:'':-~ 
£7930,,, 1-l '>' 8 
__ ~-=-!-=: ~~..r~:.-
Net farming prof'i t 
Residual imputed to capital 
Wages of' management 
Orig~.§;Ui£illE~ 
3018", 1 ~ 5 
Drawings and household expenses 
Income taxation 
Lif'e insurance premiums 
Proportion of' motor expenses 
Proportion of' motor depreciation 
Proportion of dwelling depreciation 
Proportion of' dwelling repairs 
Imputed dwelling rental 
Imputed private car mileage 
Interest payments 
Surplus transf'erred to capital 
1683~ 4,~ 4 
980" -l1." 2 
104"12,, 4 
120~ 2~ 1 0 
68" o~ 0 
21 ~ 5 .. 0 
26 .. 14" 2 
£3018~ 1·~ 5 
-!d,j].sted_f1g].}Z~§. 
4269a o~ 0 (4) 
3850. o~ 0 
40 .. 0 .. 0 
480" o. 0 (7) 
224 .. 0" 0 (7) 
£8863 .. o. 0 
858" o. 0 
761~ o~ 0 
202~ 0 .. 0 
79 .. 0 .. 0 
725~ 0 ... 0 
240l'l 00 0 (7) 
466" 0 .. 0 (7) 
86e 0 .. 0 
225·. 0 .. 0 (8) 
(6~ 244~ 0", 0 (4 & 
531" 0 .. 0 (~.) & 
1535" o. 0 ( 8) 
2911" 0$ 0 (8) 
-~-----. 
£8863 .. 09 
° 
Adjusted figu~ 
2911., 0<$ 0 (8) 
1535" 0 .. > 0 
£4446.. 0, 0 
1683 .. 0 .. 0 
981 .. 0 .. 0 
105" 0,. 0 
480", 0" 0 
224" 0 .. 0 
563~ 0 .. 0 
410~ 0 .. 0 
£4446 .. 0., 0 
(7: 
( 7: 
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Mr" L~ Farm~: Balance Sheet at 21 ~!:2h.-12§:2. 
Liabili ties 
Original rigures agjusted rigur~s 
~ent Liabilities: 
Stock rirm overdrart 
~Qng term liabilities: 
Mortgage 
Capital accoun1: 
Balance at 31/3/62 9941. 4.8 
agg surplus in appn a/c __ 1~e11.7 
Add valua tion increases· .... 
-Property (1/4/62j (38350-13969j 
Plant (1/4/62 (3300~ 2745 
Livestock (1/4/62 (75'17- 3300 
1498. 5.10 
8900. 0", 0 
1498. 0 .. 0 
8900 .. o. 0 
24381 .. 0,,0 (3) 
555 .. ,0 8 0 (3) 
~~0®0 (3)395020 o. 0 
--
£20353. 2 .. 1 £49900. o. 0 
-----------
----------- =========== 
Current Assets: 
Trading bank 
Sale livestQck 
Livestock: 
Sheep 
Assste 
Original figures 
1091.13.9 
1490. 4.4 
1648.10.0 
PlaIil~ anQ Implements: 
Tract"!,, 
Less depreciation 
Haybaler 
Less depreeiatiQn 
M~:1fE:)r truck 
Less depreeiati0n 
MQtor car 
Less,depreeiatiCi>n 
Implements 
Plus additions 
Land. and Buildings: 
Farm buildings 
~ss depreeiati0R 
Farm dwelling 
Less depreeia tiGHl 
:Land 
3~2e1eoO 
72018.0 
319~ 4~O 
63,. 4.0 
342~ O~O 68', :0' ,1."\ 
e ,~ 
681~ O~O 
136,. O.Q 
1040~ 3&0 
261~ 090 
1301 .. 3.0 
3129.·15,.4 
290. 0.0 
256 .. 0.0 
274 .. 0 .. 0 
545. 0.0 
126.16.4 3002 .. 19 .. 0 
3910 •. 7~6 
85. OeO 3825. 7 .. 6 
6929. 7 .. 6 
AdddevelCi)pment ~xpenditure 
£20353e 201 
========== 
400. 
80. 
350. 
70. 
350~ 
ZOe 
800~ 
160 .. 
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Adjusted figures 
1092~ 0 .. 0 (4) 1762 .. 0 0 0 
(4) 5820.. 0.0 
O~O ~~'~ 0.0 320. 0.0 
0.0 ~,~ 0 .. 0 280. 0 .. 0 
0.0 ~~~ 0.0 280 .. 0 .. 0 
O~O ~~~ 0.0 640 .. 0 .. 0 
1400~ 0.0 (3) 
261e' 0;0 
1661.; 0.0 
1320. 0 .. 0 
5550" 0 .. 0 ~~~ 1~,8 .. 0 .. 0 5412. 0 .. 0 
4800~ O~O ~~~ 106. 0 .. 0 46940 0.0 
28000~ O~O ~g~28280. 280. 0.0 OeO 
£49900.. 0.0 
========== 
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Explanatory memorandum: 
No changes along the lines suggested in adjustments (1) 
and (2) were necessary in this case since there were no non-
entity items involved in these accounts and no items related 
to other accounting periods,,. Adjustment (3) Simply involves 
the adjustment of asset values to coincide with those speci-
fied in the text as being current at 1st April 1962~ together 
with the conse~uential adjustment of proprietorships 
Adjustment (4) involves first a revaluation of livestock 
at the end of the financial year to coincide with the current 
standard values adopted and the conse~uential change in gross 
revenue from livestock which carries over to the farm working 
account. In the expenditure section of this account, this 
adjustment re~uires depreciations on fixed assets to be in-
creased to allow for their "real" usage during the current 1 
period. Assuming a rate of inflation of' approximately 4.6% 
the original cost of the dwelling £4~250) is at the time of 
drawing up these annual accounts (5 years later) e~uivalent 
to £5~320. Taking a standard depreciation rate of' 2% on this 
gives a current ttrealit depreciation of £106 .. 
Similarly, the original amount allocated as the value 
of buildings ten years ago,when the property was purchased, 
was £4,400, Which is e~uivalent to £6,900 at the balance date 
on the same assumptionss Taking a standard depreciation of 
2% on this gives a current u real" depreciation of £138. In 
the case of plant, for lack of better information 9 depreciation 
was taken at standard rates of 10% and 20% on the current 
valuations which is similar to the usual procedures based on 
diminishing book values.. The double entries for these ad-
justments appear in the balance sheete 
No changes along the lines suggested by adjustment (5) 
in the text have been made, since the transformation of the 
farm working account to conform with the recommendations of 
the n 1061 Research Report on Farm Accounting", for example, 
would have made it difficult to follow the other adjustments. 
In any case, this adjustment re~uires only a simple reclassi-
fication or the transactions - something with which any 
accountant would be fully familiar~ 
Adjustment (6) simply involves the removal of the 
Development Expenditure (new fencing) - a capital outlay -
rrom the expenses and its placement as an addition to the 
value of land on the assumption that cost and value are e~ual~ 
A consideration of the other expense items in conjunction 
with the f'armer revealed no items of a composite (partly 
capital, partly current) nature which re~uired adjustment. 
___ ' __ ._n ____________ '____ _ 
1 This rate is derived from the 1955-64 Index of Costs of 
Home Ownership - a sub-group of the Consumers Price Index. 
(For this see the Monthly Abstract of Statistics 9 March 1965),., 
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Adjustment (7) in the revenue sector of the farm working 
account involves first an allowance of 10% of the present 
capital value of the dwelling as an imputed rental paid by the 
farm household to the farm business for use of the dwelling as 
a private residences Second, an allowance to the farm business 
at the relevant marginal public service rate (7.25d per mile for 
a car of over 2000 cc. capacity) for farm household use of the 
motor vahicle belonging to the farm bus iness. 
The double entry for these transactions involves 
addition of these two items to the expenditure sector of the 
household (appropriation) account. Adjustment (7) in the 
expenditure sector of the farm working account involves the 
transfer of all motor expenses and depreciation, and dwell~ng 
repairs and depreciation into the farm bUSiness account and aut 
of the household (appropriation) account, to avoid double 
charging these items to the household, and to match the revenue 
imputed above to the farm business with the relevant expenses. 
Adjustment (8) involves first, the transfer of payments 
to non-equity capital out of the farm working account into the 
appropriation account so that the amount available to reward 
labour, management, and total farm capital can be obtained in 
this account~ Second, it involves the separation of wages of 
management from the residual reward to capital. Wages of 
management were assessed on the basis of £15 per week, plus 
£5 per week dwelling allowance, plus 1% of total farm capital 
(i~eG £1,040 + £495 = £1,535). Finally, both wages of manage-
ment and the residual imputed to capital are shown again on the 
income side of the appropriation account to complete the double 
entries and so obtain a correct final balance sheet. 
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